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Summary
For the last decade, the leadership of semiconductor industry shifted from Japan to the rest of the
world, followed by more and more products and applications invented, competition increased at both
price and technology. "This is the best chance we have to create the leading non-memory
semiconductor company," said Matthew Trowbridge, chairman of Renesas Technology Europe in
2009. Apparently, Renesas Electronics did not seize the opportunity well and placed itself at a worse
and worse position over time since it was founded in 2003 as Renesas Technology and merged with
NEC Electronics in 2010. It can be said that Renesas’s competitors are those who in top 10. To be
specific, Intel has dominated the PC industry in MPUs, while Samsung, SK Hynix and Micron are
powerful in DRAM lines. Qualcomm and Broadcom focused on RF and excluding foundry type
semiconductors, left Toshiba, TI and ST as Renesas Electronics’s current primary competitors.
Basically, the semiconductor competitiveness comes from continuous speedy technology
innovation, which requires large investment in R&D and equipment to secure the leading position
and by avoiding the price war caused by similar product functions. Average R&D expense of
semiconductor industry is around 20% of sales revenue, and as a result, the higher the revenue, the
higher the R&D expense is. As other companies have multiple product lines to share the R&D
investment, Renesas Electronics is already lost behind from a total picture. Because memory is the
second-large market share of semiconductor and it is expected that there will be a big change in
technical part that MRAM will replace DRAM and NAND flash by 2018, which could be an
opportunity for Renesas Electronics to regain some market share in this segment and what its best
strategy back to top three is. This thesis tries to recommend Renesas a viable strategy into the future.
Through SWOT analysis, we try to pick up some workable strategies for Renesas Electronics in
order to better survive in this highly competition industry and identify chances for Renesas to regain
profitability and evaluate the possibility to get back to top three in the industry. There are three
alternative strategies suggested here:
A. Try to grow by merger
B. Change its business model
C. Focus on strong areas and regain profitability
The recommendation selected in this thesis is the option C. Renesas needs to concentrate its
investment into its most competitive business units. Renesas has made a tradeoff by selling off lots
of its businesses, which cannot generate influence in extension areas and improve competitiveness,
and to refocus on its core business, microcontroller for automotive with over USD20bn market size,
which is following the future trend. Unfortunately some of the businesses it sold were product lines
along with growing trend as well.
For current situation of Renesas, it has to deal with its own internal issues, make adjustment on
financial statement to a certain level firstly, stabilize its income-generating model, reinvest into
promising segments, which fit with Renesas’s product characteristics. Renesas has advantages of
high quality and high reliability of its products and is good at products requiring customization, so
Renesas can expect to enjoy price premium in the niche market. To strengthen its position, M&A
with Toshiba’s related businesses can also be a viable alternative in the future.
.
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1CHAPTER 1. INTRODUCTION
Section 1. BACKGROUND
Japanese semiconductor industry was quite strong in various areas but eventually lost
competitiveness in DRAM etc. The number of players in DRAM market decreased over time and in
2003 Mitsubishi Electric and Hitachi decided to spin off their DRAM businesses to form Elpida
Memory, which was a DRAM company. Renesas Technology was also created at that time to merge
the two companies’ other semiconductor businesses such as Flash/SRAM, MCU, ASIC, ASSP, Logic,
MCU, IC Cards, LCD Driver etc. After its first merger, Renesas Technology suffered by losing
market share in the industry due to increasing competition. In 2009, it again merged with NEC
Electronics, changing the name to Renesas Electronics, and tried to create synergy from the merger.
Due to natural disasters in 2010 and 20111 Renesas Electronics faced a serious unbalancing
financial statement that lead to bankruptcy crisis. Today, noticing the importance of Renesas
Electronics in Japanese economic and its innovative leadership in technology, Renesas Electronics
survived with both the financial and operating support from Innovation Network Corporation of
Japan (INCJ), mainly state-owned public-private partnership between the Japanese government and
19 major corporations. INCJ has the prime objective of "boosting the competitiveness of Japanese
firms by promoting a philosophy of 'open innovation' and creating next-generation businesses in
promising new technologies by providing capital and managerial support through private-public
partnership followed by the instrument of Japanese government. It means that Renesas acquired a
safe and reliable source for new money in the long run. Mission here is to look into the core
competence of Renesas Electronics, make compatible strategies for the challenges of the integration
of product portfolio and find a solution for Renesas Electronics to better outlive and turn profitable
in this highly competitive market.
1 Flood in Thailand in 2010 and Tohoku Earthquake in 2011.
2Section 2. RESEARCH OBJECTIVE
The objective of this paper is to develop competitive strategies that Renesas Electronics can
employ to continue prospering in the global competition.
Section 3. RESEARCH METHODOLOGY
1) Understand the industry history, workings and recent trends through literature research
and information collected from books, newspaper and aviation journal articles.
2) Identify key success factors for semiconductor industry from literature review and make
SWOT analysis on Renesas Electronics, evaluate the competitiveness of Renesas in
various product areas.
3) Comparative analysis of Renesas Electronics versus three different types of players in
this field including fabless, foundry and brand maker to identify the key challenges and
core competence.
4) Recommendation for strategies to increase competitiveness and profitability of Renesas
Electronics in the post-transition stage.
3CHAPTER 2. INDUSTRY OVERVIEW AND RENESAS’S
BUSINESS
Section 1. SEMICONDUCTOR INDUSTRY PLAYERS
Since semiconductor products being invented and this industry being defined, the continuous
growth it brought stimulated hundreds of semiconductor companies being built. Today there are
three types of Semiconductor companies that can be categorized as below:
1) Integrated Device Manufacturers (IDM):
Design, manufacture and sell their chips.
e.g. Intel, Samsung, SK Hynix, STMicroelectronics, TI, Micron, Toshiba and Renesas.
2) Fabless manufacturers:
Design and sell chips but outsource manufacturing to foundry companies.
e.g. Qualcomm, Broadcom, NVIDIA and AMD.
3) Foundry companies:
Without designing chips, only manufacture devices under careful scheduling, pricing,
and contracting to keep their plants at highest utilization as possible. Their customers,
especially fabless companies, sell the products under their brand.
e.g. TSMC and UMC.
Section 2. PRODUCT CATEGORIES
As time goes by, more and more products and applications have being invented. Today the
semiconductor industry is mainly composed of five main product categories. Some of them have
both standardized and customized type of products. The five categories are as follows:
1) Memory: Memory chips can be applied on personal computers, notebooks and tablets.
They serve as temporary storehouses of data and pass information to and from computer
devices' brains, either temporarily or permanently. It can be divided into many types
4including DRAM and NAND flash 2 , the largest categories in this stake. The
consolidation of the memory market continues, driving memory prices so low that only a
few giants like Samsung, SK Hynix, Micron and Toshiba can afford to stay in the game.
Memories are standardized products and serve the industry mainly as commodities.
2) Digital Logic: Devices designed to perform specialized digital processing within a
system. The part helps for the simplest judgment in electric circuits, the most common
component as transistor. An increasingly common goal is to reduce the power used in a
battery-powered computer system such as MOSFET, it is considered as standardized
commodity as well.
3) Discretes & Optoelectronics: Semi devices that consist of a single transistor in a package
with common application such as LED and sensor which is basically standardized.
4) Analog: Devices designed to process, convert, and create analog real world signals.
Analog ICs include voltage regulators and reference devices, data converters,
comparators; interface ICs, and application-specific analog ICs. Analog is mostly
categorized in customized product segment.
5) Microprocessors (MCU, CPUs or MPUs): Devices designed to perform intensive
computer processing and system control. These are central processing units that contain
the basic logic to perform tasks. Intel's domination of the microprocessor segment has
forced nearly every other competitor, with the exception of Advanced Micro Devices, out
of the mainstream market and into smaller niches or different segments altogether.
Section 3. CONSOLIDATION OF DRAM PLAYERS
For the last decade, Personal computer and mobile equipment performed strong demands,
Intel and IBM created innumerous value from it by building personal computers and servers, where
DRAM market played an important role.
DRAM, abbreviation of Dynamic random-access memory, a mechanism module applied
2 NAND flash is kind of flash memory, which is an electronic non-volatile computer storage medium that
can be electrically erased and reprogrammed.
5mainly in PC (personal computer) and laptop. There were two kinds of technology to develop
DRAM, trench and stack3, both characterized with high fixed cost for the factory, equipment, R&D
center and large amount of human resource that implies high entry barrier. Before 1999, there were
many DRAM suppliers all over the world including Samsung, Micron, IBM, Hyundai, Siemens,
Hitachi, Mitsubishi, Toshiba, Powerchip, ProMos, Nanya, Winbond and so on. IBM, Toshiba and
Siemens favored trench technology while the others favored stack technology. Between 2001 and
2002, IBM and Toshiba withdrew from the market, which indicated an incumbent failure by the
natural technical evolvement. New DRAM players in East Asia took advantage of lower labor costs,
cheaper capital and shorter shipping times to the assembly plants located commonly in Asia. With
access to sovereign capital, for example, Samsung got government support and thus quickly
increased capacity that hurt industry pricing and directly took market share from incumbents.
The result of these moves created one major DRAM player in Japan and two in Korea, where
there used to be six in Japan and Korea a few years ago. In Korea, LG Semiconductor and Hyundai
joined force and became Hynix whereas the three major Japanese DRAM makers (NEC, Hitachi and
Mitsubishi) combined their operation into a new entity known as Elpida. Samsung remains the
world’s largest DRAM player. Exhibit 2-1, conducted by Objective Analysis, a semiconductor
market research institution, shows the promising growth in sale of DRAM.
3 In trench concept, the capacitor of the elementary DRAM cell is made by a trench in the single crystalline
silicon substrate. On the other hand, the stack concept has the capacitor above the transistor and is made in
a deposited amorphous oxide.
6Exhibit 2-1: Growth of DRAM worldwide sales ($B)
Section 4. CONSOLIDATION OF MITSUBISHI AND HITACHI’S SYSTEM LSI
BUSINESS
The semiconductor business environment has been characterized by new-product release
cycles that are increasingly becoming shorter, as can be clearly seen in the personal computer and
mobile telephone markets. There is a strong need to reduce the time required to move the
semiconductors used in those products from development to production. Under these circumstances
Hitachi and Mitsubishi Electric decided to bring their semiconductor units together, operate
autonomously as a new company to further accelerate decision-making on such issues as funding,
capital investment and so forth. Because the system LSI4 (system Large Scale Integration circuit)
market expansion is forecasted to continue, by fusing the world-leading technical prowess that both
Hitachi and Mitsubishi Electric have, the business was expected to be strongly promoted to make the
new company the world's top System LSI supplier.
4 System LSI is a broader sense of SoC (system on chip) that a microcontroller contains a built-in
system integrated onto a single chip, it included general-purpose CPU.
7The new firm is called Renesas Technology Corp as a joint venture with 55% of Mitsubishi
and 45% of Hitachi holding right while they were ranking number ten and eleven worldwide
respectively, it became one of the biggest manufacturers of semiconductors and went up to number
three when the company was established on April 1, 2003. The company combined the system LSI
businesses of both companies, including microcomputer, logic, analog and discrete devices and
memory, excepting DRAM. Mitsubishi Electronics retained its High Power and RF products for
continuing development for the products of its other Mitsubishi group. The merger intended to enjoy
the advantages from the economies of scale, and to lead in mobile, network, automotive and digital
home electronics application fields with its system-on-a-chip solution. The two companies said, "A
stable and firm financial position will be achieved through integration by expanding sales, reducing
costs by combining development facilities, sharing manufacturing equipment and purchasing
materials in bulk.”
Exhibit 2-2: Source of Elpida and Renesas’s Business
Source: Renesas Technology, 2003
The movement was stirred by months before when nearly every maker of commodity
8memory chips announced a merger, sale, joint venture or phase-out of some kind in order to reduce
capacity and costs in the face of excess capacity and price war in the market. The continuing
consolidation in the semiconductor industry back then can be seen as Exhibit 2-3.
Exhibit 2-3: Mergers and acquisitions in semiconductor industry ($B)
Considering the product composition of Renesas Technology, there are mainly three business
units (BUs). The first is Microcontroller Units (MCU), which provides complementary product line
and possesses the leading position both in general-purpose and automotive industry segments for
years. Exhibit 2-4 will show a total view to the applications of MCU that Renesas is trying to
implement and Exhibit 2-5 will explain the multiple usages of MCU in automotive. The second is
Analog & Power devices and the third is System-on-Chip (SoC) solution and others. The BUs can be
matched with the 5 categories introduced previously as following, MCU department correspondng to
Microprocessors, Analog & Power device department to Analog & Digital Logic and SoC
department is the solution that is able to combine everything inside which provides highly
customized products as the structure shown in Exhibit 2-6. The symbolic application of each BU is
as follows. The engine ECU for MCU part (Electronic Control Unit) that basically plays as the heart
of a car. Car navigation for SoC solution part which combines core, memory and analog interface all
together to make highly customized system LSI chips that provides total solution that are used in a
9range of electronic products. Example usages in the industries that Renesas is focusing on, is shown
in Exhibit 2-7. MOSFET, IGBT for power part that can control the voltage, power application in the
entire car system can be seen from Exhibit 2-8. RFIC for analog part that controls analog signals,
usually it is used for creating wireless devices and many use as sensors like the detective systems in
Exhibit 2-9. In Renesas’s product portfolio, over half of MCU goes to automotives, certain percent
of SoC and power and analog goes into automotive related components but its application fields are
wider including household electronics, automotive, industrial machinery, mobile devices and PC
related machinery.
Exhibit 2-4: Future concept of the use of Semiconductors in social system
Source: Renesas Electronics
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Exhibit 2-5: Current use of MCUs in automotive
Exhibit 2-6: SoC business composition of Renesas Electronics
Source: Renesas Electronics
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Exhibit 2-7: Application areas of System LSI, which Renesas focuses on
Source: Renesas Electronics
Exhibit 2-8: Power applications in automotive
Source: Renesas Electronics
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Exhibit 2-9: Analog applications in automotive
Source: EETimes, 2011
In practical terms, what the combined operation of Renesas Electronics will mean are:
1) Microcontroller (MCU) is the core of system LSIs, securing a steady business base with
microcomputers as the new company’s flagship business. Application fields include
household electronics, automotive, industrial machinery, mobile device and PC related
machinery.
2) Enhancing operations in analog, flash memory and discrete devices, where the
companies have technological advantages and building this up into a pillar of the new
company's profits.
3) In System on Chip (SoC) operations, where both Hitachi and Mitsubishi Electric are
strong in leveraging applied technologies, hybrid products using combinations of
microcomputer, logic and analog technologies will be designated as a growth area and
the company will aim for growth in this field as a new business. In particular, it will aim
for the leading position in the mobile, network, automotive and digital home electronics
application fields. Overall, Renesas Technology Corp. planned to achieve sales of over
13
900 billion yen in FY 2003, its first year.
Exhibit 2-10: Semiconductor supplier ranking in 2013
From 2012 to 2013 worldwide semiconductor sales we can read the ranking has changed a
lot within one year. Japan’s semiconductor woes were highlighted after Elpida Memory, the
country’s only manufacturer of dynamic random access memory, filed for bankruptcy protection in
2012 and was later acquired by Micron Technology. The acquisition completed on July 31, 2013. It
is interesting to note that if Micron and Elpida’s 1H135 sales were combined, the newly formed
company would have had $6,699 million in total sales in 1H13 and would have been ranked as the
fifth-largest semiconductor supplier worldwide. Now that the two companies are officially combined,
Micron is expected to move up in the ranking of top suppliers over the remainder of 2013 and in
2014. Significant impact on growth also contributed by Intel's acquisition of Fujitsu Semiconductor
Wireless Products; IXYS acquisition of Samsung's 4- and 8-bit microcontroller products; and
Broadcom's acquisition of LTE-related assets from Renesas Electronics. Since 2003, Renesas
Technology enjoyed its best position of ranking 3rd in semiconductor industry ever and continuously
5 First half of year 2013.
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stayed in top 10 even after transformed into Renesas Electronics. In 2013 it dropped out to the 11th.
The composition of sales revenue of semiconductor industry by product segments during
2013 can roughly be represented as below. Logic was the largest semiconductor category by sales,
reaching US$85.9bn in 2013, a 5.2% increase compared to 2012. Memory at US$67.0bn and
Metal-oxide-semiconductor micro-ICs at US$58.7bn rounded out the top three segments. Memory
was the fastest growing segment, increasing 17.6% in 2013. Within memory, DRAM performed well,
increasing by 33.3% YoY6, while NAND flash experienced strong growth of 8.1%. Other positively
performing product segments included Optoelectronic products, which reached US$27.6bn in sales,
and Analog, which reached US$40.1bn in sales. While revenue growth is modest, unit shipments are
strong, especially for power management analog chips, the researcher says. Unit shipments grew
14% in 2013.
Exhibit 2-11: Revenue compositions by Products (2013)
Source: PwC, 2013
The leadership of Intel is almost unmovable due to its advanced technology and long history
of PC industry thrived, matching with the last decade trend while only Samsung carries its main
DRAM line with wide range products coming after the 1st position. Speaking of DRAM market, the
sales revenue is approximately 15% of the whole semiconductor industry in 2013 and carried an
6 Year on Year
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over 30% YoY growth. The barrier of DRAM market comes from requiring huge investment on
large fab, human resource and up-to-date equipments. DRAM market has experienced a series of
price wars, M&A and reshuffled the ranking, screened out three major players, Samsung, Micron
and SK Hynix in the end. NAND flash also occupied similar sales revenue as DRAM. Its major
players are Samsung, Toshiba, Micron, SK Hynix and Intel and the market followed the growth of its
application on smartphones.
It can be said that Renesas’s competitors are those who in top 10. To be specific, Intel
dominates the PC industry while Samsung, SK Hynix and Micron are powerful in DRAM lines,
Qualcomm and Broadcom focuses on RF and excluding foundry type semiconductors, left Toshiba,
TI and ST as Renesas’s current primary competitors.
Basically, the semiconductor competitiveness comes from continuous speedy technology
innovation, which requires large investments on R&D and equipment to secure the leading position
and avoid the price war due to similar product functions in its own segment. Average R&D expense
of semiconductor industry is around 20% of sale revenue and as a result there is an immense
economy of scale in R&D.
16
CHAPTER 3. RENESAS’S HISTORY UP UNTIL 2012
Section 1. WORLDWIDE SEMICONDUCTOR COMPETITIVE TREND
Exhibit 3-1: Worldwide semiconductor sales leaders ($B)
Exhibit 3-1 shows the usual big-time players that we have come to expect like Intel, Samsung
and TSMC. And what stood out nearly as much, however, was that Toshiba presenting the only
Japanese company left among the top 10 suppliers through the first half of 2013." Looking back in
1985, when Japanese semiconductor manufacturers wielded their influence on the global stage, there
were five Japan-based companies ranked among the top 10 semiconductor suppliers. In 1990, six
Japan-based companies were counted among the top 10 semiconductor suppliers - a figure that has
not been matched by any country or region since. However, the number of Japan-based companies
ranked in the top 10 in semiconductor sales slipped to four in 1995, then fell to three in 2000 and
2006, two in 2012, and then to only one company in the first half of 2013. It is worth noting that
Renesas Electronics, Sony and Fujitsu were ranked among the top 25 semiconductor suppliers in the
first half of 2013, but Sony has been struggling to reinvent itself and Fujitsu has spent the first half
of 2013 divesting most of its semiconductor operations. The leadership of semiconductor industry
shifted from Japan to the rest of the world.
Japan's total presence and influence in the semiconductor marketplace has waned.
Once-prominent Japanese names now missing in the top suppliers list include NEC, Hitachi,
Mitsubishi and Matsushita. Competitive pressures from South Korean IC suppliers - especially in the
DRAM market - have certainly played a significant role in changing the look of the top 10.
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Up until 2004, the DRAM world is divided into five alliances that were created in order to
split the R&D cost and minimize risk by joint development. The five were “Samsung and Hynix,”
“ProMos and Elpida,” “Powerchip and Qimonda,” “Nanya with Winbond and Inotera,” and “Micron
alone.” Until 2009, the global recession started, brought Qimonda backed out from the market
whereas Samsung, Hynix, Elpida (with Powerchip, ProMos and Winbond) and Micron (with Nanya
and Inotera) were left in the game. Over time, the accumulated experience made the difference
between them increased. Moreover, the relative advantage of extending production vs. knowledge
boundaries is determined by the nature of technological change, integrated firms have a greater
advantage over non-integrated firms when innovation is architectural than when it is incremental.
Today, only Samsung, Hynix and Micron (combined with Elpida) remained as oligopoly players. In
conclusion, continued relatively rapid innovation, and by all means to protect the intellectual
property, are important for keeping a firm away from drifting out of a market.
Although Renesas Technology was not involved in the DRAM market and could avoid the
intensive competition in the market, Renesas Technology could not enjoy a part of share from the
continuous growing market as well. Looking into the sales of Renesas Technology, the three BUs
(Business Units) did not perform well and the market share decreased year by year although it
combined with NEC financially in FY2010 as Exhibit 3-2 shows. The possible reasons of that were
many, including Japanese companies were not considering profit as their primary achieving target,
focused on tailored products for Japanese brand makers instead of worldwide standardized product
because the vertically integrated business model that served Japanese companies so well for so many
years but it is not nearly as effective in Japan today and without competitively price, Renesas
Technology suffered from continuously losing profit since it was founded, gradually lost the leading
position from the view of the world as the financial statement shown in Exhibit 3-3.
18
Exhibit 3-2: Renesas Sales by department ($B)
2010 YoY(%) 2011 2012 YoY(%)
Semicoductor Sales (Total) 451.9 -14.00% 1,018.90 786 -22.90%
MCU 149.1 4.00% 384.1 336.3 -12.40%
Analog & Power 141.4 -11.00% 316.2 243.8 -22.90%
SoC 161.4 -28.00% 311.7 201.2 -35.50%
Other Semiconductors 6.9 4.8
Source: Renesas Electronics
Exhibit 3-3: Renesas financial highlights from 2006 to 2014
(millions of yen)
FY2006/03 FY2007/03 FY2008/03 FY2009/03
Net Sales 906,038 952,590 950,519 702,739
Operating Income (Loss) 13,369 23,644 43,480 (96,573)
Income (Loss) Before Income Taxes (9,835) 13,275 28,171 (136,656)
Net Income (2,470) 8,738 9,468 (203,257)
Total Assets 889,404 889,676 876,477 682,937
Source: Upper chart (Renesas Electronics), downward chart (The Wall Street Journal)
With $226.3 billion in 2009 sales in total, the semiconductor industry contains some
multinational giants. Nevertheless, the industry concentration remains relatively low. The top-10
firms represent approximately one-third of the total market, while the next-largest 20 firms represent
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an additional 15%. This leaves roughly half of the market serviced by firms with annual sales under
$500 million. Part of the reason for this competitiveness is the trend toward the use of design firms
and foundries. The rise of foundries such as Taiwan Semiconductor and United Microelectronics,
both among the top 20 firms globally based on 2009 revenue, has allowed small semiconductor firms
to design cutting-edge semiconductor chips and then outsource the manufacturing. The traditional
barrier to entry of large capital investments in fabrication plants has been eliminated. The smaller
chip firms usually carve out their niche in specialty products like graphics chips, wireless
communication chips, or semiconductors for the military and communication firms. One side effect
of this industry structure is the increasing importance of claiming and defending intellectual property
and patents, as evidenced by the string of lawsuits between the Taiwanese and Chinese foundries.
In 2009, Renesas Technology was approached by NEC Electronics, which was established in
November 2002 by a spin-off of the semiconductor operations of NEC, for a potential merger, in
order to regain power. Through the merger of Renesas Technology Corporation and NEC Electronics
Corporation while ranking ninth and twelfth worldwide respectively, Renesas Electronics started
operation in April 2010, with manufacturing, design and sales operations in around 20 countries with
about 26,200 employees worldwide. The new company was renamed to be Renesas Electronics.
Unfortunately, a couple of natural disaster occurred unexpectedly including 311 East Japan
earthquake in 2011 and flood in Thailand in late 2010 which inflicted damages on Toyota, which was
one of major clients of Renesas Electronics. The events directly and indirectly lead to serious
financial trouble of Renesas in 2012. Renesas could not support the losses by themselves, and at first,
funds were provided by banks and major shareholders (Hitachi, Mitsubishi and NEC) who were
unwilling to make expense on that but were forced to help. Banks also financed Renesas because
they were afraid to lose a big amount if Renesas went bankrupt. But finally, Renesas still could not
turn around itself and got almost bankrupt and were looking for buyer like Elpida or oversea
companies. However, it was hard to find a potential acquirer in Japan because buying Renesas
Electronics could not bring Elpida sufficient benefit strategically. Hence, Renesas Electronics faced
significant turning point either being bought out by overseas company or going into bankruptcy.
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CHAPTER 4. CURRENT RENESAS UNDER INCJ
After the trouble listed in Chapter 3, Renesas Electronics is a wide-connected company in the
Japanese society because its products are used by critical industries for Japan. Therefore, if it went
bankrupt, it will have impact either directly or indirectly on over 40,000 enterprises of which 32%
are manufacturers, 25.3% wholesalers, 22.4% service companies, 9.7% construction companies,
4.6% transportation and telecom company, 4.2% retail, 0.8% real estates and 1% of others according
to Nikkei report. Japanese government evaluated it as an extremely important link especially in
automotive industry that the government decided that the company power cannot fall into other
countries.
As a very important part of Japanese economic, automotive giants, Toyota and Nissan also
wanted to help Renesas Electronics because they did not want to depend on oversea
semiconductor manufacturer for their critical components that affects their product competitiveness.
Therefore, in order to secure the company survival, Japanese government used their political
power and influence in the Japanese society to let the INCJ and eight othercorporations paid 150
billion yen into Renesas where INCJ paid 1383.5 billion yen and became the major shareholder of
Renesas Electronics, providing both financial and operating supports as Exhibit 4-1 shows. As for
the banks and the three parent companies, NEC, Hitachi and Mitsubishi, they had to give up which is
475, 175, 175 and 145 billion yen right respectively. The three parent companies continued investing
into Renesas but with relatively small money compared to INCJ or Toyota and Nissan, considering
the money to be the last money to divorce Renesas Electronics out as Exhibit 4-2 shows. It is said
that the three original parents will sell off shares once its lock up period expires. And hence, Renesas
Electronics faces challenges from both external competition as well as the need to focus on internal
funding needs with the transition from government-owned to corporatized structure. The profitability
of its entire business outlook was questioned and desperately needs cash flow income. Whether
Renesas can make profit and is now a public issue and taxpayers’ money is at stake. Whether
Renesas can go public again and let INCJ cash out by selling stocks is quite uncertain.
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Exhibit 4-1: Renesas Shareholders list at Dec. 10, 2012
Source: Renesas Electronics
Exhibit 4-2: Renesas Shareholders list at Sep. 30, 2013
Source: Renesas Electronics
In 2013, Samsung and SK Hynix emulated and perfected the Japanese manufacturing model
over the years and cut deeply into sales and profits of Japanese semiconductor manufacturers,
resulting in spin-offs, mergers, and acquisitions becoming more prevalent among Japanese suppliers.
Due to the closed nature of the vertically integrated business model, when Japanese electronic
systems manufacturers lost market share to global competitors, they took Japanese semiconductor
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divisions down with them. As a result, Japanese semiconductor suppliers missed out on some major
design win opportunities for their chips in many of the best-selling consumer, computer, and
communications systems that are now driving semiconductor sales today. Now Renesas Electronics
claims to focus on ASEAN region where the market is booming. Overseas sales versus domestic
Japan is around 55 to 45 and focuses on 3 major potential markets comprised of smart society, smart
home and smart grid.
The sales of business units originally were almost equally divided by each department until
2013. However Renesas Electronics decided to make a change, shrinking the business by
withdrawing from products related to general-use application of SoC portion, selling off what is not
seen as a critical part to the Japanese business society but keeping the industrial part of SoC for
automotive.
Renesas Electronics started to take three major policies corresponding to the support from the
government, which not only includes human resource reallocation but also product line restructuring
and manufacturing management reform as below:
- Early retirement plan in order to decrease SG&A.
- Outsourcing, fade out/sell out several plants, involves common circuits into product design in
order to make operating income from loss to profit.
- Structure reform to be completed by March, 2016.
- Downsize SoC solution BU, focus on MCU, because the loading of numerous
diversifications in SoC solution BU was actually eating up the profit generated
from other units.
- Change BU categories not on product categories but based on applications:
1) Automotive
2) Industrial; Home
3) Office automation
4) General purpose
Renesas Electronics had sold some of its plants to Sony, mobile business to Broadcom, and
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tried to cash out unneccessary businesses. Recently it is reported that Renesas sold off its entire 55%
of stock of Renesas SP Driver, a LCD driver business composed by Renesas, Sharp and Powerchips,
owning 55%, 25% and 20% of stocks to Synaptics. According to the official Renesas SP Drivers
website, the firm specializes in building LCD drivers for small and mid-sized LCD panels. LCD
drivers affect display quality and performance and are said to account for around ten percent of
battery usage. The business has not much synergy with Renesas’s other businesses and was a remote
island in Renesas businesss portfolio, where Renesas is unwilling to invest in the future. The
Renesas’s role now is to continue to survive and continue producing what is important for Japanese
Auto manufactures or any other industrial machinery makers which is considered to be critical to
help the end users' competitiveness. Commodity components that can be easily bought from
overseas can be eliminated or sold if it does not bring profits. And the result of the investment and
restructuring showed that despite the loss of its biggest factory after the earthquake and tsunami in
Japan, Renesas Electronics Corp. retained its status as the world's largest producer of automotive
semiconductors.
Exhibit 4-3: Sales by department of Renesas Electronics in 2013
Source: Renesas Electronics, 2014
Section 1. MCU PRODUCTS AND THE AUTOMOTIVE MARKET
According to industry rankings published by a consulting firm, Strategy Analytics
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Ltd., Renesas kept the number one position in MCU market both globally and in automotive industry.
Global market share was 25.6% and automotive market share was 43% respectively in 2012.
Renesas generated 14 percent of the semiconductor industry's 2011 automotive sales of $23 billion.
Renesas’s MCU department provides 45% automotive related products and 55% general-use
products. The other top suppliers were Infineon Technologies AG of Germany, STMicroelectronics
NV of Switzerland, Freescale Semiconductor Inc. of Texas and NXP Semiconductors of the
Netherlands. Among the top five suppliers, STMicroelectronics surpassed Freescale to become the
No. 3 chip maker. But the big story was Renesas. Despite the loss of its Naka chip plant in
Hitachinaka, Japan in 2011, Renesas boosted automotive revenues 10 percent to $3.2 billion in 2012
and still accounted for 40% of the automotive microcontroller business in 2013, far ahead of
Freescale Semiconductor with its 22% share in this area, says Chris Webber, vice president of
Strategy Analytics' automotive practice.
Exhibit 4-4: MCU market share world widely in 2012
Source: IHS Inc, 2013
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Exhibit 4-5: Automotive MCU market share in 2012
Source: Renesas Electronics, 2013
Section 2. SOC SOLUTION PRODUCTS
As for SoC business unit of Renesas, according to Renesas’s public report, 20% is household
electronics, 15% automotive, 20% industrial machinery, 20% mobile devices and 25% PC related
machinery, but only automotive and industrial machinery are profitable, while others are drawing
negative income.
The rankings in Exhibit 4-6 cover the automotive infotainment application-specific
semiconductor area—comprised of ASICs, Application Specific Standard Products (ASSPs) and
Programmable Logic Devices (PLDs). Application specific standard product (ASSP) is an integrated
circuit that implements a specific function that appeals to a wide market. As opposed to application
specific integrated circuit (ASIC) that combine a collection of functions and designed by or for one
customer, ASSPs are available as off-the-shelf components. ASSPs are used in all industries, from
automotive to communications. Infotainment functional areas covered include amplifiers, digital
terrestrial and satellite radios, GPS, navigation systems, multimedia processing and AM/FM tuner
and baseband solutions. Among these, Renesas has the biggest market share in car navigation
system.
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Exhibit 4-6: Automotive MCU market share in 2012
Exhibit 4-7: Market Forecast of car navigation system and Renesas market share in 2012
Source: Left chart (Strategy Analytics), Right chart (Renesas Electronics)
Section 3. POWER DEVICES (DISCRETE, MODULES AND POWER ICS)
The market for power devices, including discrete, modules and power ICs, will be about
$11.5 billion in 2013, presenting annual growth of about 10.5 percent, according to market analysis
company, Yole Developpement (Lyon, France) as Exhibit 4-8 shown. The growth came after a
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market collapse in 2012. The market fell by about 16.5 percent to about $10.4 billion in 2012 from a
record value of $12.5 billion in 2011, according to Yole data.The bounce back to growth in 2013 will
be followed by stronger annual growth in 2014, of about 20 percent to take the market to $13.8
billion. The growth appears set to be shared across all three power device categories over the next
couple of years. Discrete power devices represent about half the market while modules and power
ICs are about a 25 percent each.
Exhibit 4-8: Sales and Growth Rate of Power IC, Power modules and Discretes
Source: Yole Development, January 2013
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Exhibit 4-9: Renesas Power device sales in 2012
Section 4. ANALOG IC
In the analog IC market, TI, STMicroelectronics and Qualcomm are powerful where Renesas
is barely round to ranking number 10 as is shown in Exhibit 4-10 and 4-11. And only combining
analog and power product in the automotive semiconductor segment that Renesas can find its way to
lift its position to ranking number 5 as shown in Exhibit 4-12.
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Exhibit 4-10: Analog IC total sales in 2013
Exhibit 4-11: Analog IC supplier ranking in 2012
Source: Databeans
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Exhibit 4-12: Automotive analog and Power semiconductor supplier ranking in 2012
(*) Automotive Analog & Power Semiconductors: Non-Power Analog + Power Device
Reference： Strategy Analytics. The shares of automotive MCU and A&P were calculated with a
parameter of total amount of the top 12 companies
Source: Renesas Electronics, 2013
Section 5. SUMMARY OF RENESAS ELECTRONICS
Examining the competence of each department of Renesas Electronics individually, we can
conduct comments as below:
1) MCU
Renesas Electonics has the leading position in the world that will not make
trouble on the financial result.
2) SoC
This is a highly customized business. Because the production cost in Japan will
be higher than that in Taiwan, they cannot compete in cost. More and more LSI design
are expected to be made in Japan, while outsourcing the production process to TSMC,
the biggest foundry type semiconductor company.
3) Power and Analog:
 Power: There are many competitors in this field that made the product become a
commodity. Price is important and has reached to the bottom, and therefore,
continued shipments of MOSFET chips may no longer be profitable. If so, Renesas
had better withdraw from the business. Despite the fact, Renesas Electronics has a
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major competence that its chip makes relatively low power consumption than
industrial standard due to the chip structure that made it competitive in automotive
and other low power consumption required industries. Other than these industries,
Renesas Electronics should consider withdrawing from them, if the profitability is
poor. Renesas Electronics had decided to withdraw from the PC low voltage
MOSFET market where it occupied approximately 40 percent market share.
 Analog: Strong and powerful competitors in this area such as Qualcomm and
Broadcom made all others difficult to survive especially in mobile industry, which
is the most furious battlefield currently. Compared to the R&D investment of these
giants, there is no way to compete and advancing technology in the same field.
This could be seen in the fact that Qualcomm announced the new product of this
year; it right away introduced the product of next year. It could mean the
determination of Qualcomm to eagerly take the whole pie on the table. Renesas
Electronics should put its money only into the place where they have some
advantage and they could be confident that they can create the value step by step.
In total, although the IHS ranking shown in Exhibit 4-13 shows Renesas experienced a 14
percent decline in revenue in terms of dollar for the year, the drop was entirely driven by a change in
the exchange rate between the Japanese yen and the U.S. dollar. When measured in terms of yen,
Renesas’ automotive semiconductor revenue actually rose by about 5 percent in 2013 compared to
2012. “Renesas has built hegemony in automotive semiconductors based on its leadership position in
major product categories within the market,” said Luca DeAmbroggi, principal analyst for
automotive semiconductors at IHS. “The company in 2012 was the top supplier in the
microcomponent and logic ICs categories with market share of 37 percent and 13 percent,
respectively. Renesas is also ahead of the pack in the automotive infotainment domain with a market
share of 11 percent.” The company’s domination in the microcomponent area is attributed to its
massive share of the key automotive microcontroller business. Renesas accounted for 40 percent of
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the automotive microcontroller business in 2013, far ahead of No. 2, Freescale Semiconductor at 22
percent.
Exhibit 4-13: Automotive semiconductor supplier ranking in 2013
Exhibit 4-14: Profitability of Renesas Electronics
Source: Renesas Electronics, 2013
Reviewing the financial report, COGS lowers down to around 70% from the above 90% after
the M&A with NEC Electronics but SG&A rose to above 33% compared to approximately 20%
previously because of the user buying power. Although economies of scale increased but the
combined workforce still seems to be too much. The result in 2014 will probably reflect Renesas
restructuring efforts done in 2014.
Section 6. PLANS FOR THE FUTURE
If you look at the evolution of the semiconductor industry, there are new markets every five
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years or every decade where semiconductor technology really becomes more prevalent. You can
probably say that the 1990s was a decade of the PC market; the last decade was the decade of the
mobile space, meaning laptops, tablets and smartphones. And the author of this thesis thinks that the
next decade is going to be more about semiconductors penetrating applications within the
automotive industrial and medical end markets. Adding up the factor that semiconductor growth rate
is compliant with GDP growth rate as Exhibit 4-15, following the logic with the statistics of sales
according to geography, Exhibit 4-16 shows Asia Pacific as the most desirable investing area.
Exhibit 4-15: Semiconductor market change versus GDP model
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Exhibit 4-16: Semiconductor sales by geographic
Source: EletronicsWeekly.com, 2013
Semiconductor revenue grew 5.0% in 2013 to $315 billion driven by a booming memory
market and strong performance from Qualcomm and MediaTek in the smartphone market. The 2014
growth rate forecast will follow the GDP growth at around 10% and from a worldwide
semiconductor capacity perspective, China is forecast to grow to 9% in 2014 from 2% in 1997. The
wireless communications and consumer segments are driving revenue from shipments of total
semiconductors by companies headquartered in China. Renesas also indicated that it would further
engage with BRIC market for automotive product growth.
Along with market growth followed by population, the market size and growth rate of some
mainstream applications are shown in Exhibit 4-17 and 4-18.
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Exhibit 4-17: IC end-use market size and growth
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Exhibit 4-18: 2014 Forecast of IC market growth by segment
But only following the growth trend is not enough, technology development is also an
important element that cannot be halted, Renesas has always been a pioneer in inventing automotive
products with excellent technology ability. Recently, it is enrolling several new products into its
product portfolio as below.
1) OIS
Although Renesas is not able to compete with Qualcomm in mobile area, it
introduced the world’s first optical image stabilizer (OIS) driver IC for smartphone and
tablet pc cameras in 2013 and expected 50% market share by 2015.
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2) Smart Grid
Based on analysts forecast, the Global Smart Grid Technology market to grow at
a CAGR of 29.47 percent over the period from 2012 to 2016 or even further. One of the
key factors contributing to this market growth is the aging power grid infrastructure. The
Global Smart Grid Technology market has also been witnessing the increasing
integration of various technologies into the power grid. And Renesas just developed its
new product RX631 which is ideal for the smart grid system in 2013.
Exhibit 4-19: Regional spending on Smart Grid system
3) MRAM
Renesas had developed its roadmap plan with MRAM included for the upcoming
years. Among the top ten semiconductor makers, excluding fabless companies and
foundries, only TI and ST are not puting investments into this product development. The
product might help Renesas create value in the high-end market.
Under current situation, not only the technology has to improve in the right direction but also
cost cutting is expected to continue. In January 2014 Renesas reported further layoffs before March
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2016.
Exhibit 4-20: Staff number of Renesas Electronics
Source: Renesas Electronics, 2014
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CHAPTER 5. RENESAS COMPANY ANALYSIS
Section 1. KEY SUCCESS FACTOR
Key success Factors of Renesas Electronics can be analyzed as follows:
1) Powerful funding parents and deep connection with automotive giants
2) High product quality/ reputation of reliability
3) Renesas count for over 30% of SoC market share world-wide and 40% in automotive
industry today
Section 2. SWOT ANALYSIS OF RENESAS ELECTRONICS CORPORATION
Strengths:
1) Renesas has tremendous strong strength in automotive industry
The global market share in automotive industry, Renesas’s MCU accounts for number 1
with over 40%, Analog & Power device as number 5 and car navigation system as its
SoC product is positioned at number 1 in Japan today.
2) Full lines of MCU portfolio so that customers can be supported by full solution
3) Network, relationship with Japanese giant brand makers such as Hitachi, Mitsubishi,
NEC, Panasonic, etc.
4) High product quality / High reputation of reliability / Sustainable product supply
5) R&D, research and development ability
6) Wide geographic presence
Renesas operates in Japan, China, Other parts of Asia, Europe, North America, and other
countries. Furthermore, the company has a diversified geographic presence. Its largest
geographic market, Japan, accounted for 54.1% of its total revenues in FY2013,
followed by China (13.8%), other parts of Asia (15.2%), Europe (9.5%), North America
(6.9%), and other countries (0.4%). Although the company is centered in Japan and in
Asia, the company's widespread international operation enables it to take advantage of
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opportunities arising in emerging markets. The wide geographical reach of Renesas
proves to be a strength as it aids in catering to different markets and reap the benefits of
the strong exposure to emerging markets.
Weaknesses:
1) Unclear time required for Renesas to join forces internally and deliver a clear guidance
on what and how their strong position will be maintained. Several changes and several
cross border messages have impacted the essence and clarity of the corporate message
to customer and partners
Quotation from Renesas’s Annual Report is as follows:
“Implementation of management strategies and structural measures the group is
implementing a variety of business strategies (such as strengthening our microcontroller,
Analog & Power device businesses and accelerating our selection and concentration of
SoC solutions) and structural measures (such as production structural reforms and
workforce reforms) to strengthen the foundations of our profitability. However, due to
changes in economic conditions and the business environment, factors whose future is
uncertain, and unforeseeable factors, it is possible that some of those reforms may
become difficult to carry out and others may not achieve the originally planned results.
Furthermore, additional structural reform costs may arise. Thus these issues may
adversely influence Renesas Group performance and financial condition.”
2) Financial strengths is still yet to come and investments into future technology may be
limited
3) Price, high fixed cost
This effect should not be underestimated, as fixed costs (including depreciation and
fixed material and labor costs) can run as high as 80% of semiconductor manufacturing
costs.
4) Slow decision-making due to various stake holders.
Most Japanese companies are slow to change and Renesas needs to move quicker
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in order to restructure its businesses. However, there are many stakeholders like INCJ,
which controls the majority of the board. Although Renesas claims that INCJ is not the
parent company but it has strong control over the company decisions and quick decision
making may be difficult if INCJ people has not much experience in the industry.
Opportunities:
1) Government supports
Safe financial basis, from a financial point of view, Renesas has become more
independent than ever thanks to the most recent governmental support, i.e., the funding
they have received from the INCJ. Although further support including further funding is
not certain, there is no need to pay back the funds because it has been paid in as equity
investment. INCJ can cash out only when the company goes public again and when
INCJ can sell the stocks in the market.
2) Innovation
As the author mentioned in previous chapters, there are several future trend
products that can be developed and catch up the growth in the near future. E.g. Smart
car, smart home, smart phone, etc.
3) Structure reformation
Renesas is proposing business domain divided by the product type shift to the
purpose of applications based on different industries.
4) Outsourcing, cost down on HR, fab and design
Slim down the size of company, cut off the unprofitable products, design based on
common circuits, move faster, make fast decision, and compete with the world.
5) M&A, strategic alliance and corporate acquisition
Quotation from Renesas’s Annual Report is as follows:
“For business expansion and strengthening of competitiveness, the group may engage in
strategic alliances, including joint investments, and corporate acquisitions involving
third parties in the areas of R&D on key technologies and products, manufacturing, etc.
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The group studies from many aspects the potential of these alliances and acquisitions in
terms of return on investment and profitability, but time and money are necessary to
achieve integration in areas such as business execution, technology, products, and
personnel, and it is possible that these collaborative relationships cannot be sustained
due to issues such as differences from the group's partners on management strategy in
areas such as capital procurement, technology management, and product development,
or financial or other business problems the Group's partners may encounter. In addition,
it is not guaranteed that strategic alliances and corporate acquisitions would actually
yield the results initially anticipated.”
Threats:
1) Highly competitive industry due to short product lifecycle, substitution and thus
triggering the price war
The advancements in the field will lead to higher substitutions and therefore
products in the industry suffer short life cycles. Rapid changes in demand for its
products reduce Renesas' ability to accurately estimate the future requirements of its
customers. The company will find it difficult to schedule production and maximize
utilization of manufacturing capacity. Replacing the production processes can result in
inefficiencies and costs due to capacity constraints for new technology. Short life cycles
associated with end markets tend to impact the profitability of the company's operations.
Further, in an industry with such rapid changes, Renesas is constantly under threat from
competitors developing technologically advanced products at a faster pace, which will
be a severe competitive disadvantage for the company.
2) Heavy reliance on main customers
Renesas’s major customers, including Toyota, Nissan, Canon and Panasonic are
mostly Japanese makers. Judging the risk from economic point of view, it is not
diversified well. Not to mention it mainly relies on the competition result of Japanese
automotive makers against other nation’s automotive makers.
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3) Reliance on authorized sales agents
In Japan and Asia, Renesas sells most of its products through independent
authorized sales agents, which they called third parties, and relies on certain major third
parties for the bulk of these sales. The inability of the company to provide these third
parties with competitive sales incentives or margins, or to secure sales volumes that the
third parties consider appropriate, could result in a decision by such agents to promote
the product of other competitors’ instead of that of Renesas’s, which could lead to a
downturn in the Renesas’s sales.
4) Fluctuations in foreign exchange and interest rates
On the other hand, four companies underperformed expectations by more than 10
percent in 2013 — Rohm, Renesas Electronics, Samsung Electronics and Sony. The
three Japanese vendors were hit hard by the rapid devaluation of Japanese currency.
While depreciation of a currency is generally considered as a positive factor for
companies to be more competitive when exporting their products, the reality is that the
main customers of Japanese semiconductor vendors are typically domestic, and pricing
is mostly based on Japanese yen. As the result, Japanese yen-based revenue suffers
when converted to dollars.
5) External changes (government, politics, taxes, etc.)
Because the Japanese economy is in the downturn, government might adapt new
regulations for tax income. For example, the sales tax, known as consumption tax, arose
from 5% to 8% that came into effect on 2014 April 1st. This was the first hike in the
sales tax in 17 years. Another hike from 8% to 10% is scheduled for October 2015. Thus,
vehicle sales for the quarter before sale tax hike took place. The sales were artificially
inflated and data from the latest industry figures shows that vehicle sales following had
fallen to the lowest level since December 2012, the same effect stroke on the sales of
other consumer products.
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Section 3. CHAPTER SUMMARY
With the government support, there will be no short-term financial issue for Renesas but the
company must continue on with its structure reformation and downsizing in order to improve the
profitability, consolidate the investors’ confidence, reinvest into itself and succeed in continued
growth. Renesas is influential especially in automotive industry, which is a growing market, and its
strong innovation ability should allow Renesas to invent new products with the direction to go in
depth in an area and then widen its areas in the leading position and thus increasing the competence
in authorized sales agents and avoid rolling itself into price war. With the company’s high quality
products, Renesas should try to base on its profitable scheme to increase the market share in
emerging countries. These countries have not yet developed its own up-to-date semiconductor brand
with advanced technology so that Renesas can diversify its regions and it would not solely depend
on domestic market. M&A, strategic alliance and corporate acquisition may provide such chance to
achieve the goal above but it could also be a threat on the contrary.
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CHAPTER 6. ALTERNATIVES FOR RENESAS AND
EVALUATION OF ALTERNATIVES
Section 1. ALTERNATIVES
There are three basic directions for Renesas.
ALTERNATIVE “A”: Try to grow by merger
1) M&A with Toshiba.
Reasons for the option:
 Renesas combined with Toshiba can create a strong bond in both industrial and
automotive industry with complete portfolio (need to show data)
 Remain convincible in high product quality / high reputation of reliability image
 Financial strengths can make lots of investment into future technology
Reasons against the option:
 Slow decision making due to having two parent companies
 Potential conflict between parent companies
 Toshiba might consider that Renesas is of no value unless restructuring has totally
finished.
Analysis:
According to Exhibit 4-6 and 4-13, Toshiba can help Renesas in better completing
dominant the automotive semiconductor supplier market. And through Exhibit 6-1,
Toshiba has developed itself in many industrial segments and there is almost overlap
entirely with Renesas except the consumer-oriented segment such as Lifestyle Products
& Services, Renesas can assist Toshiba in deeper technology development in industrial
part. Toshiba maintained itself in a good shape for the past decade, M&A activity will
not be difficult to it. Although it is a good chance for Renesas to enlarge its territory and
move back to top 3 by M&A with Toshiba Semiconductor and it might also be a good
decision for Toshiba to gain the biggest market share and negotiation power in many
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segments and stabilize its position in the top five since the gap between it and TI,
Micron is rather tight that might easily get shaken down. But from another point of view
that Toshiba semiconductor has stayed top of the general markets excluding mobile and
PC market, there is no need to cooperate with Renesas and split out its decision making
right to slow down on decision making. Even if adding the overwhelming market share
of Renesas in automotive industry, the sales difference between Toshiba and Samsung,
Intel is already too far. As for competing with Qualcomm and SK Hynix, they are in
totally different segments so there is also no meaning to compete with them.
Exhibit 6-1: Toshiba sales of its business segment overview
Source: Toshiba Corporation
2) M&A with Fujitsu and Panasonic.
Reasons for the option:
 Renesas combined with Fujitsu and Panasonic could create an invincible dominant
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role in automotive industry
 Remain high product quality / high reputation of reliability image
 Financial support can make investment into future technology
Reasons against to the option:
 Slow decision making due to having three parent companies
 Potential conflict among parent companies
 User industry that supported Renesas may not like the supplier to consolidate and
have stronger bargaining power
Analysis:
It is said that Fujitsu and Panasonic will sell out the factories and equipment and
create a fabless joint venture in the fall of 2014 aiming to combine their chip design and
development operations for LSI product based on PC, automotive, mobile, digital AV
and security industry and focusing on cloud computing and other new areas of growth
such as medical equipment and energy, the companies said. The newly formed company
will be capitalized at 50 billion yen ($488 million), with Fujitsu taking a 40% stake and
Panasonic 20%. The Development Bank of Japan will provide the other 40% and may
receive preferred stock. Ironically, it was Renesas that initially proposed SoC business
integration to Fujitsu and Panasonic, but the scheme took on a life of its own and
Renesas was left out because of irreconcilable differences about terms and conditions.
"It's not a question of tackling the SoC business as a whole. What's important is
how you handle specific SoC devices necessary for specific applications," said Yasushi
Akao, president of Renesas. "If we find that our technology and know-how don't work
well for a particular application, we will stop doing it, but if our SoC capabilities are a
good fit, we will persevere with the application." It is no surprise that Renesas intends to
retain automotive-related SoCs, which have been making a healthy profit, but will say
goodbye to digital consumer product-related SoCs, which is not their strength and not an
attractive segment for Renesas. Renesas also views emerging fields such as smart
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energy control as promising for its SoC business. For chipmakers, SoC business
integration has two objectives: getting unprofitable SoC operations off their balance
sheets and disposing of production facilities that are in excess of their needs. Only
Fujitsu seems to be in a position to be able to do so. Also burdened with a lossmaking
SoC business is Toshiba, which hopes to find a buyer for its Oita fab, the company's
main base for SoC fabrication. With reorganization of Japanese companies' SoC
operations still in its infancy, the final shape of the sector is not certain.
The influence of Panasonic and Fujitsu in semiconductor compared to Renesas
Electronics is relatively small so if the merger succeed, INCJ may not lose the decision
making right here, which is a strength to Renesas. Although it is giving Renesas a
chance to compete with TI, Micron and probably Toshiba again at the similar level
round to at best top 5 but still will be a tough war.
It is very sad to point out that Renesas had the mobile business before and even if
that could be combined with Fujitsu and Panasonic which is the original idea of the
whole joint venture, the value the three of them creates, can only pursue the Japanese
local market and that will still be difficult to compete with companies such as Apple,
Samsung and HTC. Since the consumer electronics sales are basically continuously
dropping, there is no much attractiveness for Renesas to join this league except that it
could make the merged company temporarily back to top 10 since all three companies
have organizational problems that needs to identify their new direction and lack of
synergies, there will not increase competitiveness except for auto market.
ALTERNATIVE “B”: Change business model
1) Transform into Foundries
Reasons for the option:
 High product quality / High reputation of reliability / Sustainable product supply
 R&D, research and development ability
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 Foundry is a growing segment
Reasons against to the option:
 High cost compares to Southeast Asian foundry makers
 This is a plan against INCJ’s intension
 Giving up the kingdom built in automotive industry
Analysis:
Foundry companies, whose sole business is manufacturing, based on cost
competition and manufacturing process technology to create earning. As Exhibit 6-2
shows, the market is growing and TSMC reached ranking number 3 in 2013 in terms of
sales globally, which Exhibit 2-10 shows. Although Renesas has competence in quality,
R&D and extraordinarily improving skills that would allow it to find a good position in
foundry market, comparing the minimum wage of each country to the labor cost and
factory cost, Southeast Asia countries have relative advantages on fixed cost. In addition,
considering the level of technology knowledge, Taiwanese maker is the strongest.
Because Renesas Electronics’s business for automotive industry is profitable and the
government would like to keep it, it is impossible to completely transfer into foundry.
And the problem of Renesas Electronics was not about the idle rate of factories but the
profitability of its entire business outlook and desperately needs cash flow income. The
role of Renesas after investment of INCJ is to support Japanese manufacturers. Become a
foundry is not considered to be a choice.
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Exhibit 6-2: Sales of foundry companies in 2013
2) Transform into fabless
Reasons for the option:
 R&D, research and development ability
 Fabless is a growing segment
 Cost down on fab
Reasons against to the option:
 Giving up its control on high product quality / high reputation of reliability /
sustainable product supply
 Risk of patent / technology leak
Analysis:
Transforming from IDM to Fabless companies has an advantage that the IC
designers have experience of designing from manufacturing and assembling point of
view, it is a fast growing segment in recent years and this option is also in line with the
strategy of Fujitsu and Panasonic’s new firm. But, despite it will help Renesas to cut
down the fixed costs, there are also risks for Renesas to leak its core technology to other
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competitors. And its main customers are based in Japan, it will be much easier to make
trials on new developments or make changes immediately if the manufacturing stays
under its own control especially its main product is for automotive industry that
combined with its MCU.
Exhibit 6-3: Sales of fabless companies in 2013
ALTERNATIVE “C”: Focus on strong areas and regain profitability
Reasons for the option:
 R&D, research and development ability
 Remain high product quality / high reputation of reliability image
 Renesas has tremendous strength in the automotive industry
Reasons against to the option:
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 Financial strengths is still yet to come and invest a lot into future technology may
be limited
Analysis:
Since there are a lot of companies that are making basically the same products, if quality
being considered as additional criteria, high quality will not be appreciated and become a strength or
valuable competence. Renesas Electronics has been always associated with high quality image, it
should look for the applications that the quality is important and customization is required such as
automotive, industrial product, health care system which requires higher quality standards, in order
to avoid serious damage from price war. And according to Renesas Electronics’ product strength on
low power consumption, it should focus on the products where the needs locate. A good product and
a good market, there should be a bridge between them, besides selling product, adding up the
meaning can make product more valuable, for example, eco-friendly image. But the vision is not
well appreciated in every country, Renesas Electronics has to be carefully dealing with such
circumstance.
To keep up the pace with other fast growing companies, Renesas has to continue on its
organization shaping, reduce the fixed cost and reinvest in the correct identified direction of future.
Section 2. CHAPTER SUMMARY
There are several ways to grow Renesas Electronics, but since the controlling right is actually
under INCJ, the major shareholder, we have to consider the standpoint of INCJ. Based on its
intention and also the purpose of continuing support Japanese automotive industry, it is hard to give
away the controlling right to other companies through M&A activities nor to mention transform into
foundry type semiconductor, that will break the second goal directly although it could be a profitable
way before Renesas went bankruptcy. Therefore the third option, Focus on strong areas and regain
profitability, needs to be taken.
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CHAPTER 7. RECOMMENDATIONS
Among the choices, the author recommends Renesas Electronics to choose alternative “C”:
Focus on strong areas and regain profitability first. In order to make this company grow, Renesas
needs some financial infusion, cutting down expenditures, self-generate operating profit, accumulate
its limited resources and concentrate them on its strong areas, and more importantly, Renesas should
utilize its strong position in automotive industry to make extension appearance into the promising
extension areas, just like Intel pushed the firm to move into the tablet and mobile device markets
using its long established credibility. These basically represent a big turnaround for Renesas and only
if it is successful, Renesas can think of other bigger alternatives.
Specifically, Renesas should lay off the businesses, which is expected to have no future
growth nor earning profits, and refocus on automotive and its promising future growth related area in
each BU as following:
1) MCU
Although Renesas enjoys the MCU leading position in the world that brings
positive financial status and is expected to grow with the thrive of smart car market, it
should not only to secure in automotive industry but also consider how to succeed further
through expanding on Smart Grid, Industrial and Medical electronics development,
where the customers require high quality, reliability and durability. Especially when the
world population is aging, this represents a unique opportunity for the medical industry
development in Asia Pacific, Europe, America and Japan markets. Also the Smart Grid
market in China is growing fast with Chinese government support now.
2) SoC
Stay focussed on automotive and industrial machinery market, reinforce the
alliance with TSMC, outsource production process, withdraw from the rest of market
except mobile business if possible. Since mobile market is still growing, Renesas had
better remain in the market and try to find the oppotunity inside.
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3) Power and Analog:
 Power: Withdraw from the MOSFET business except for automotive and other low
power consumption required industries such as Energy efficiency device, mobile
industry. Other than these kind of industries, Renesas Electronics should consider
to withdraw from them if the profitability is poor.
 Analog: Although the biggest share in analog IC market is mobile communication
segment, since there are many specialized and great competitors exists, Renesas
Electronics should continue investing in automotive segment where the pie is still
growing.
In order to go back to top 3 in semiconductor ranking in the future, Renesas should try to
make union with Toshiba Semiconductor afterwards and focus on high quality required market. And
if Renesas can ever transform into fabless and form the joint with Fujitsu and Panasonic, the author
would say it can have a really good chance to go back to top 5 with the infused funding and
dominance in automotive industry but the fabless strategy probably cannot maintain its high quality
assurance which is exactly the Japanese automotive makers and Japanese government wanted to
keep as valuable asset of Japan.
But to be honest, after finishing the research of the entire industry situation, the author will
not urge Renesas to pursue the ranking in entire semiconductor industry but better establish a power
in a certain industry to maximize the influence because the derivations of each direction has gone
very differently already and difficult to compete with. It is just like Intel, who had to put so many
investment to catch up the market it missed, which in contrast, Renesas does not have the infinite
resources. Renesas should focus more on its core business and relative extension area, which are in
compliance with its green energy image or the untapped area that respects quality instead of going
for existing big markets.
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